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SUMMARY 


This report updates the data on foreign control of non- 
financial industry in Ontario. Its purpose is to reveal the 
magnitude and distribution of foreign-controlled industry in the 
province, 


Between 1969 and 1973, the degree of foreign control in 
Ontario industries was substantial but without dramatic change. 
On the average, foreign-controlled corporations provided one half 
of the total non-financial corporate taxable income in Ontario 
and employed approximately one-third of the labour force. The 
foreign controlled corporations tend to be larger and more capital- 
intensive than the average in Ontario. 


Foreign controlled corporations are concentrated in the 
larger industries: manufacturing, wholesale and retail trade and 
services. Three-quarters of Ontario's foreign controlled corporations 
are in the manufacturing sector and, as a result, two-thirds of this 
sector, measured in terms of taxable income, is foreign controlled. 
On a similar basis, U.S. corporations constitute 90 per cent of our 
foreign controlled corporations. 


The principal piece of legislation influencing foreign control 
is the federal Foreign Investment Review Act which has been in force 
only since April 1974. Provincial governments have a role to play 
in the FIRA process, providing a position on each takeover or invest- 
ment application in their jurisdiction. In the first two years of 
operation, a total of 161 foreign acquisitions and 42 new investments 
judged under the Act involved Ontario. 
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INTRODUCTION 


Foreign control of domestic industry is an issue which has 
received special scrutiny in Canada in recent years. The publication 
of the Gray Report and, subsequently, the establishment of the Foreign 
Investment Review Agency have tended to focus public attention on the 
federal role in regulating the foreign presence in Canadian industry. 
More recently, however, the publication of a series of reports prepared 
by the Select Committee of the Ontario Legislature on Economic and 
Cultural Nationalism, and some recognition of the significant provincial 
role in the federal review process, have shifted some interest onto 


provincial responsibilities in this area. 


Until recently, there has been little attention devoted to the 
basic data concerning the activity of non-residents in the provincial 
economy. This was most evident throughout the reports of the Select 
Committee where the development of information and analysis aimed at 
Ontario needs was viewed as a priority. The purpose of this paper 
is to provide some of the basic information requirements for any 
further study of the role of foreign investment in the Ontario 
economy. It presents data revealing the magnitude and distribution 
of foreign controlled industry located in Ontario in the period 1969 
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FOREIGN CONTROL IN ONTARIO 
Extent and Source 


In Table 1, the taxable income of foreign and Canadian 
corporations is given for the years 1969-1973. The percentage figures 
indicate the proportions of taxable income earned by foreign and 
Canadian corporations in Ontario. The unclassified column represents 
corporations which are too small to be governed by the CALURA 
legislation. It can be assumed that the large majority of these are, 
in fact, Canadian owned. The data indicates no significant change in 


the degree of foreign control in the Ontario economy and, measured by 


volume of taxable income, foreign controlled corporations constitute 
one half of the non-financial corporations in Ontario. By the same 
measure, almost 90 per cent of the foreign corporations in Ontario are 
U.S. controlled. Foreign controlled corporations tend to be 


concentrated in the least labour intensive industries and, therefore, 


they employ fewer employees than their proportion of taxable income 


would suggest. 


TAXABLE INCOME OF NON-FINANCIAL CORPORATIONS IN 


ONTARIO, BY COUNTRY OF CONTROL, 1969-73 (Per Cent) Bab rer’ 
COuUNtEGYy TOLEcCOnuLo:: 1969 1970 L971 1972 IKS)9/s' 
Foreign 48.4 4750 5222 5253 49.4 
Canadian 42.9 ASS 39.4 40.6 44.4 
Unclassified 5 7 9.1 8.4 Weal Cre 
Total* 100.0 LOOSO 100.0 100.0 OOO 


Note: *Totals may not add due to rounding 

Source: Annual Report of the Minister of Industry, Trade and 
Commerce under the Corporations and Labour Unions Returns 
Act (Part I. Corporations), Statistics Canada (Cat. No. 
61-210, Annual), 1969-73. 
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TAXABLE INCOME OF FOREIGN CONTROLLED NON-FINANCIAL 
CORPORATIONS IN ONTARIO, BY COUNTRY OF CONTROL, Table 2 
1969-73 (Per Cent) 


Usos S05 90.4 Sond 88.9 B7.0 
Usdve 6.4 ae) 5.4 Ged a ie 3) 
Other Foreign Seal 4.0 50 50 5.4 
Total 100.0 100.0 100.0 100.0 LCOS 0 


Source: CALURA, 1969-1973 


In comparison with other provinces, foreign controlled 
corporations are over-represented in Ontario. This reflects the 
fact that foreign investment in Canada has been concentrated in 
manufacturing which is, in turn, concentrated in Ontario. Table 3 
shows that Ontario has about 50 per cent of the foreign controlled, 
non-financial industry in Canada. For comparison, 45 per cent of 
industry and 36 per cent of population in Canada was in Ontario in 
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ONTARIO'S SHARE OF CANADA'S NON-FINANCIAL 
CORPORATIONS BY VOLUME OF TAXABLE INCOME, BY Table 3 
COUNTRY OF CONTROL, 1969-73 (Per Cent) 


Country Of Control 1969 1970 1971 WS) 1973 
Foreign 49 50 Bl Si 47 
Canadian 42 43 4l 42 42 
Unclassified 39 38 37 36 35 
Total 45 45 45 46 44 


Source: CALURA, 1969-1973. 
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Foreign control of non-financial corporations is relatively 
high in Ontario and Alberta and relatively low in British Columbia 
and the Maritimes. Corporations controlled from the United States 
also tend to dominate in Ontario and Alberta while the incidence of 


such corporations are under-represented in Quebec. 


TAXABLE INCOME OF NON-FINANCIAL CORPORATIONS BY REGION, 


BY COUNTRY OF CONTROL, 1973 (Per Cent) Table 4 
Gece gor wimhane Blo eGenaaa Net ase? motel 


Foreign Foreign ified 


Newfoundland ORS eS} 0.8 0.6 1.4 ke 2 Lo 
Prince Edward 

Island ORe Oz Ons Ove: ORZ 0.4 OZ 
Nova Scotia AWS! Dw, 2D al 4d! hod 256 be 
New Brunswick 0.9 UA Bed 0 ib Gre! Dog PSS 
Quebec Wa @ S24 20.4 IBS DamO 19.0 PAL ell 
Ontario 49.4 42.1 Sons 47.5 42.0 34.7 43.9 
Manitoba Bois: Droste) Be9 Dye) a 4.1 354 
Saskatchewan ie OR 20 BoP reve. 4.6 2.4 
Alberta IS)! 4.0 IF! Ares Week: P26 10.9 
British 

Columbia ORO ASS 16.9 TORT ill f3) iiss 2 IX 
TOTAL i OOR Ome LOO MO) 100.0 100.0 100.0 100.0 100.0 


Source: CALURA, 1973 


Industrial Distribution: Table 5 reveals the concentration of 
foreign control in each industrial sector throughout the period 
1969-73. It expresses the taxable income of the foreign controlled 
segment of each industrial sector as a percentage of its total 
taxable income. The data indicates: 


Foreign control of Ontario industry is minimal in 
agriculture, forestry and fishing. 


It exceeds one-third in wholesale trade and one-quarter 
in the service sector. 


- It exceeds two-thirds in manufacturing, Ontario's 
largest industrial sector. 


vies boale? @i #50 LB bOqsGe 
srdusiay Aasiise eh wok | 


aet0i8 Ged ded oti aot E 


lo wone®ient odd alidw a7eecia 
-sedaup ad . 


ss 
a 


a W123 Us. 2hHOTTAEOS 
m" tied 


ie sealsat - Latez exo 
~ baits eteie- avisen? guste aig 


4.0 2 Tad uhas 


f L ul 
as [ dy ° [.0 £.0 A.4 
. 6% i p.1 o.8 4 
4 Sul O.4 i 4 fed 
et 5. be a,0! ‘1.4 Bi 
* Ae ot 7,88 2.38 Bute re 
t r.$ 52 9,4 e.t 
» «d « Ek $65 0.5 
-- not it 2.6: a,ti 
4 BI 4 &; T,ol ©.ar 


Vella 002 7,000 0 or 0:00) 


ioi*ettnaohes ad? aleayet.é eidad © 
Loltey a7 suetwoorts sHe28s 
Re tS onl tae ny Leno Po Tp satp od 


jasc? ad2 46 erik aod 
2 


- In wholesale trade, the degree of foreign control is 
increasing. In retail trade, it is decreasing. 


- The sharp drop in 1972 in the proportion of the mining 
industry that was foreign controlled is accounted for 
by the reclassification of two large mining companies, 
Inco and Alcan, as Canadian controlled companies. 


FOREIGN CONTROLLED SHARE OF TAXABLE INCOME OF 


INDUSTRIAL SECTORS IN ONTARIO, 1969-73 (Per Cent) Rob tee 
Industrial Sector 1969 1970 Ute a/al 1972 1973 
Agriculture, Forestry and Fishing Say TORS Toe BO Sil 
Mining 5S6e2 Sula 70.8 2308 Sy 4/5) 
Manufacturing 64.5 62.9 70.3 V2 2 67.9 
Construction 13.8 13} 5'3} ilyay 5) Ws 5,©) IS} 5/5 
Utilities 9.6 7.8 aha) ie UDAS) 
Wholesale Trade siale.s! SAAS 36.4 Sono HS} 55 
Retail Trade Slee! 29.4 PHS}, ah 2s 0 Lo) 
Services D5, 7) Dah A 22.6 26702 26.9 
TOTAL 48.4 ANT} (0) 5252 5255 49.4 


Source: CALURA, 1969-1973 


While Table 5 reveals the relative size of the foreign controlled 
segment in each industrial sector, Table 6 shows the significance of 
these in the foreign controlled segment of the Ontario economy as a 
whole. The striking feature of this table is the significance of the 
manufacturing industry: more than three quarters of foreign controlled 
industry is in the manufacturing sector. The foreign controlled 
segment of the wholesale trade industry constitutes less than 10 per 
cent of all foreign controlled industry and the foreign controlled 
segment of other industries each constitute less than 5 per cent of 
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TAXABLE INCOME OF FOREIGN CONTROLLED CORPORATIONS 


IN ONTARIO, BY INDUSTRIAL SECTOR, 1969-73 (Per Cent) aS 
Industrial Sector 1969 1970 1971 S72 1973 
Agriculture, Forestry and Fishing Orel One eid = On: 
Mining Syl Ses 361 OS, 3 
Manufacturing oS ake Y/ V1 ole 79.8 79.8 
Construction dhe 14 iS ney 6 
Utilities We U,5 net 5 a 
Wholesale Trade 7.4 8.6 tie, ©) 9.9 10.4 
Retail Trade By AL Bos) 4.3 367 Die 
Services Bo) Seal: DA 228 2.9 
TOTAL* OOOO OM ONO Os OREO OF) ORL O ORO 


Note: *Totals may not add due to rounding. 
SourcermCAl URAVmEUy Ooo /Or 


The foreign presence in industry is seen in a broader 
perspective in Table 7. Comparing the average figures for the years 
1965-1968 with those for 1969-1973, there is a decrease in foreign 


‘control in all industrial sectors. 


In spite of the changes, the degree of foreign control in 
Ontario industry continued to be substantial and it was greatest 
in the larger industries: manufacturing, wholesale trade, retail 
trade and services. The foreign control of manufacturing and 
wholesale trade was proportionately greater in Ontario than in 
Canada. In other industries, it was equal or less. Table 7 also 
indicates that any changes in the degree of foreign control in 
Canada were reflected in Ontario with only one exception: between 
the periods examined, the degree of foreign control of utilities 


increased slightly in Canada while in Ontario it decreased dramatically. 
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TAXABLE INCOME FOR FOREIGN CONTROLLED CORPORATIONS 


Table 7 
BY INDUSTRIAL SECTOR, IN ONTARIO AND CANADA (Per Cent) 


Ontario Ontario Canada Canada 
Industrial Sector 1965-68 1969-73 1965-68 1969-73 
Average Average Average Average 


Agriculture, Forestry & Fishing 14.3 Wot ADE 1 TORO 
Mining bons 49.5 557210 61.9 
Manufacturing ZOeO Bilo& 63.8 62.0 
Construction LOO Sept 20.6 WE) 5 8 
Utilities 20.9 TORS DPD il 24,1 
Wholesale Trade SOR, 352.5 SB 5ku/, 30.9 
Retail Trade Bion 250) Siro 24.9 
Services 391 Mey AL ie} 7/ D0, 


Source: CALURA, 1969-1973 
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EMPLOYMENT IN FOREIGN CONTROLLED INDUSTRIES 


Foreign controlled corporations in Ontario accounted for 
one-half of the total corporate taxable income of non-financial 
corporations in Ontario in 1969-73, but it is estimated that they 
employ only one-third of the labour force in this sector. Thus, 
it appears that foreign controlled corporations are concentrated 
in the least labour intensive industries. In addition, foreign 
corporations may be above average in size and eee ence Small 
corporations are represented as unclassified in the Statistics 
Canada Survey. They are assumed in this study to be domestically 
controlled. These corporations constituted almost 20 per cent of 
the labour force, but generated less than 8 per cent of total 
corporate taxable income in the period under consideration. 
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EMPLOYEES AND TAXABLE INCOME OF NON-FINANCIAL 
CORPORATIONS IN ONTARIO, BY COUNTRY OF CONTROL, Table 8 
1969-73 AVERAGE (Per Cent) 


a 


Country of Control Employees Taxable Income 


Wiese sib ®) 45.5 
Wires eS Sol 
Other Foreign 1.4 DEF 
Total Foreign 3552 49.9 
Canada 45.7 42.2 
Unclassified US) Vos 
TOTAL 100.0 100.0 


 ————————— 


Source: Appendix Tables 4 and 6. 
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1. For an indication of the correspondence between size and 
efficiency in manufacturing (measured by value added per 
employee) see Appendix Table 8. 
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There are more than a million people employed by foreign 
controlled corporations in Ontario, and more than one-half of these 
are engaged in the high technology and capital intensive segment of 
the manufacturing industry. Local personnel are thus exposed to the 
sophisticated managerial and productive techniques employed by multi- 
nationals and other internationally competitive corporations, and 
these skills eventually spread to Canadian corporations as people 
Change jobs and move around the economy. Foreign controlled 
corporations in the service sector also provide significant employment 
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EMPLOYEES OF FOREIGN CONTROLLED CORPORATIONS 


IN ONTARIO, BY INDUSTRIAL SECTOR, 1969-1973 oe 
; 1969 1970 OWA 1972 Ieya/e 
Industrial Sector 000 ‘000 ‘000 '000 '000 
Agriculture, Forestry 
and Fishing TORO Msn) 22 4.2 10.6 
Mining 18.0 SOmL Zone Brel 6.4 
Manufacturing Bale (0) S062 590m 5 G2i/o5 (S510) 5 te} 
Construction PES 5 All 25: Die, H Sih 48 3452 
Utilities Bil«s' Ws? Dre DU sk) SA'S, 
Wholesale Trade Sis)5 3} BoE A738 54.8 59.4 
Retail Trade Hel btles Ss ORO 99.5 Sia 60.2 
Services 260.1 25923 Qo 314.9 B37 6 dl 
Total Non-Financial 
Industries OS Sree ODS en OC CR OME L © Ol cums, Ly/ le .6 


Source: Appendix Table 6. 


Job creation by foreign controlled corporations in Ontario 
averaged 4.9 per cent annually in the five years analyzed. This was 
significantly faster than the 3.4 per cent increase in employment 
generally in the province, and indicates the important contribution 


of foreign corporations to economic growth. 


neLeta? (d- heyslgae a = 
etedis ts Madan Sats nace Seto 
Do sonomgee eviedstal letigas bas 
vit ot Dedages ali esd LOnAcexeg Tasad. 
ut yo bayolame estpiniibed avishibosy fue Ih, a tad 
fint \etpidesogae svisizequos cuca <— 
yay 
elqoey eh. enditevaqzes anibana® et baosge oper 
ballesjsnoo ngiexat <vhonoe a hiuots 
were Lame ees aT abiveag oale z0+sée wivion ond al 


oldaT 

rel - ef £TeL 
ocean" 109" oon" 

se ;.a ..65 §.2L o.0L 
‘3 1.8 £.os £,0€ 0.$L 
4.0¢8 4.tkA 2o¢8 4. 0&2 0.322 
C3 8.¢ Tite L.2s f£.@6 - 

ce he ats sift #18 
>,¢*? p.bé £.¥e ee £.o€ 
5.08 {18 z.Re 0.0L art 
cetce @.OLF @.Ves E625 cs. 


| er £.08l,2 


-10- 


SOME IMPLICATIONS 


The foregoing pages describe the extent and significance of 
foreign control of industry in Ontario in the period 1969-73. Foreign 
direct investment, and its concomitant foreign control, comes with a 
mixture of costs and benefits. Consequently, formulating policies 


concerning the foreign control of industry is a complex undertaking. 


On the one hand, there is a recognized need for foreign capital. 
In the coming decade there will be a high demand for capital investment 
in natural resource and energy projects, transportation systems, housing 
and the expansion of manufacturing capacity. To the degree that 
domestic sources of capital cannot satisfy the demand, foreign invest- 
ment is necessary. In addition, foreign investment has resulted in a 
broader range of high technology, employment opportunities and market 
access than might otherwise have been available. Thus, any policy 
designed to limited foreign control by inhibiting foreign direct 
investment should be supplemented by a policy which would encourage 


domestic savings and, perhaps, foreign portfolio investment. 


On the other hand, a substantial segment of the economy is 
already foreign controlled and there is a growing recognition of 
the cultural and economic problems which this entails. There is 
concern, for example, that foreign controlled corporations in Ontario 
do not constitute complete corporate entities. Rather, many are 
branch plants which have been put here to penetrate a tariff barrier 
and, thus, their production is restricted to satiating domestic demand. 


Research, innovation and the development of export markets may not be 
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emphasized. This kind of corporation may be vulnerable to changes 

in the international tariff structure, In addition, they may offer 
a less extensive variety of employment opportunities since some 
corporate functions are performed at a head office abroad. Moreover, 
a large segment of the economy in foreign hands could expose Ontario 


corporations to the direct policy influence of a foreign government. 


When it created the Foreign Investment Review Agency to screen 
foreign acquisitions of Canadian enterprises, the federal government 
adopted a view that domestic control of the economy was desirable 
but should be accomplished in a manner which would not close off the 
benefits of access to foreign capital. However, the Agency has 
operated with the ambiguous criterion that foreign acquisition must 
be of significant benefit to Canada. Some elaboration of this 
criterion would diminish the discretionary powers of the administrators 
and would create a more stable and predictable business environment. 
Moreover, provincial policies governing foreign control can be better 


coordinated with the federal policies if they are clear and consistent. 


The foregoing analysis has highlighted the fact that the 
economy of Ontario, and the nature of the foreign control problem 
here, differs from that of other provinces and, thus, one cannot 
expect federal policy on foreign ownership to be exclusively tailored 
to Ontario's needs. Consequently, the Province may have to become 
more explicit in formulating and expressing a policy of its own on 


the foreign control of industry. 
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It is worth noting that the federal policy on foreign control 
has been in a state of flux for the past few years. The concern 
over the degree of foreign control provided the stimulus for the 
commissioning of the Gray Report, Foreign Direct Investment in Canada. 
Ie Syren es strong action to repatriate the Canadian economy. 

In 1974, the Foreign Investment Review Agency was created to prevent 
foreign takeovers which would not be of significant benefit to 
Canadians. Since then, it has rejected only one-sixth of the 
applications received. Subsequent statistical analysis, utilizing 
data provided by such sources as the CALURA Report used in preparing 
this paper, has shown that foreign control was not increasing as 


had been assumed, 


Finally, Ontario's policy governing foreign controlled 
corporations must take into account not only the policies of the 
Foreign Investment Review Agency, but also related federal policies 
such as those governing tariffs and trade. Here, again, the 
importance of an Ontario policy on the foreign control of industry, 
and especially the manufacturing industry, is reinforced. The 
costs and benefits of foreign controlled corporations in Ontario, 
and Ontario's vulnerability to federal policies which may, or may 
not contribute to Ontario's best interests, call for a policy on 
foreign control which is integrated into a comprehensive industrial 


strategy for Ontario. 


2. Information Canada, Ottawa, 1972. 
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METHODOLOGY 


Foreign Control: Most of the data in this report has been 
collected and published by Statistics Canada under the authority of 
the Corporations and Labour Unions Returns Act (CALURA). This Act 
governs those corporations with gross annual revenues exceeding 
$500,000 or assets exceeding $250,000 with the exception of crown 
corporations and corporations governed by other legislation such as 
the Canadian and British Insurance Companies Act, the Bank Act, the 
Loan Companies Act, the Small Loans Act, the Radio Act and the Railway 
Act. The foreign control of industries not governed by the CALURA 
legislation is assumed to be very small. The majority of the 
corporations which did not exceed the minimum size are proprietorships. 
Large corporations excluded from the CALURA legislation are generally 
subject to other statutes with ownership requirements which tend to 


ensure predominant Canadian control. 


Foreign control, in the CALURA definition, is assumed where a 
corporation has 50 per cent or more of its voting rights held outside 
Canada or held by one or more corporations which are themselves 
foreign controlled, in the absence of conclusive evidence to tne 
contrary. The country of control of a corporation is designated as 


that which holds the majority of the voting rights. Control is 


considered to be Canadian, however, where the foreign controlled 


voting rights exceed 50 per cent but are diffused over two or more 
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different countries and where the largest single block of voting 
rights is in Canada. In all cases, an attempt is made to judge the 


location of the effective control of a corporation.° 


Allocation by Province: Information which reveals the 
magnitude and distribution of the foreign control of industries in 
Ontario is not readily available. In this report, it has been 
necessary to work from taxable income statistics provided by the 
Corporations and Labour Unions Return Act. It is assumed that data 


on taxable income accurately reflect corporate activity. 


The phenomenon which might be identified as the multi- 
provincial corporation complicates the task at hand because it is 
necessary to make a judgment allocating the activity of one 
corporation among several provinces. This problem is surmounted by 


using the formula included in the Income Tax Regulations for allocating 


4 
the taxable income of a corporation among provinces. 


3. Relatively small stock transactions will not lead to the frequent 
reclassification of corporations which have approximately 50 per 
cent of their voting rights in a foreign country. Corporations 
are reclassified when there are grounds for claiming that there 
has been a change in effective control. A more detailed descrip- 
tion of the concept of ownership is found in Part I of the 


Corporations and Labour Unions Returns Act, 1969. 


4, This is expressed by the following: 1/2 ae 8) x TI, where: 
R Ss 

'r' is the gross revenue for the year reasonably attributable to 
a jurisdiction; 

‘s' is the salaries and wages for the year reasonably attributable 
LOmAmGISESCUcteOny, 

'R' is the total revenue for the corporation for the year; 

'S' is the total salaries and wages for the year; and 

'TI' is the taxable income to be allocated. 

For further details, cf. Statistics Canada, Corporation Taxation 

Statist icsm(Cat.eNoO. 61-208, Annual), eLO71 pp .44—45), 
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NUMBER OF CORPORATIONS IN ONTARIO BY Appendix Table 7 
INDUSTRY 1969-1971 AVERAGE 


Ontario and 
= 5 Total 
Industry Ontario other Provinces 


only 

Agriculture, Forestry 

and Fishing 628 5 633 
Mining 134 39 Le 
Manufacturing 4,683 023 Bip HOE 
Construction a, OWS 96 ales ifab 
Utilities 1,5 AUIS dabal 1,287 
Wholesale Trade 4,759 677 SB) ph 7/ 
Retail Trade 5, 998 eS Sy A dLANe; 
Finance 10) 9/5) 7/9 284 UO) TS \AL 
Services 4,868 PKS 5,096 
Total 36,898 AAs 39,474 
Total, Non-Financial 

Industries PNG) 7 Suh 2 MSV DS} ps2 


Source: Statistics Canada, Corporation Taxation Statistics (Cat. 
No. 61-208, Annual), 1970-1971. 


VALUE ADDED PER EMPLOYEE IN ONTARIO 


MANUFACTURING, BY SIZE, 1970-1971 AVERAGE ee 


Number of Value Added per 


Number of Empl i 
Iptoyees Establishments Employee ($000) 


Less than 5 3,579 HS peeks) 
5-49 6,384 11,439 
50-100 1,180 13,158 
100—199 822 14,013 
200-499 546 14,093 
200-999 148 17,501 
1,000 + 80 18,490 


Source: Statistics Canada, Manufacturing Industries of Canada: 
Onitanlom((CatcemNOwmol—ZOG manna), Loe. 
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